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At the end of April, as he completed his first 100 days in office, President Carlos Flores announced a
broad program of social and economic legislation that was rushed through the National Assembly.
The legislation includes fiscal measures, incentives for business, and an investment-stimulation
package. This is Flores' first major effort to put his campaign slogan, the New Agenda, into law.
But critics of the legislation say it is no more than another structural- adjustment program (SAP)
accompanied by weak gestures to deal with social issues. Minister of Social Investment Manuel
Zelaya announced that, as part of the New Agenda push, Flores would dedicate 23 new sports fields
around Tegucigalpa in early May and earmark US$1.2 million to put computers in 1,000 schools.
Also in the social field, the Inter-American Development Bank (IDB) has promised US$36 million for
the health sector, while the government will contribute another US$4 million. But the heart of the
New Agenda package which Hondurans dubbed the "paquetazo" to indicate that it will deal a heavy
blow to consumers is its structural-adjustment component aimed at reducing the fiscal deficit.
Honduras needs this law to provide the foundation for its upcoming letter of intent with the
International Monetary Fund (IMF). Without IMF approval of the belt-tightening provisions in the
package, Honduras will be unable to secure a planned 67% cancellation of its US$1.2 billion bilateral
debt with Paris Club lender nations in 1999. The foreign debt stands at US$4 billion and the annual
service absorbs 30% of the budget.
The package called the Stimulation of Production, Competitiveness, and Support for Development
includes plans for promoting foreign investment, fostering economic development at the local level,
entering free-trade pacts with Mexico and the Southern Cone Common Market (MERCOSUR), and
decentralizing certain state functions.
The new law also contains noneconomic items, including deployment of more police in the streets
and a campaign to reduce the 30% illiteracy rate. By far the most controversial element is an increase
in the sales tax (Impuesto Sobre Ventas) from 7% to 12% to compensate for the US$20 million in
revenue lost as the tax on business profits (Impuesto Sobre la Renta) drops this year from 42% to
30%, and then to 25% in 1999. The government promised to exempt the basic basket of consumer
goods from the tax hike. Also reduced are taxes on banana exports demanded by the US-controlled
banana industry as well as levies on seafood, sugar, and other exports.
The administration presented the measures as an opportunity to insert the country into world trade.
Far from a paquetazo, the legislation creates "a program of initiatives," said Flores. Minister of the
Presidency Gustavo Alfaro said all sectors have to sacrifice, and "we must be more austere and
consume fewer imported goods to strengthen the balance of payments."
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Critics say plan is the same failed policy of predecessors
Opponents of the plan charge that the sacrifices will be unevenly applied through higher taxes and
possible cutbacks in social spending. Union leaders see the tax portions of the plan as an effort to
encourage investment and exports through tax breaks while passing the cost on to the consumer
through the regressive sales taxes. They say the plan differs very little from the two previous
economic packages.
The first SAP, adopted in 1990 by then president Rafael Callejas (1990-1994) to lower the fiscal
deficit and secure IMF support, was bitterly criticized at the time by the Catholic Church and
grassroots organizations for "serving the interests of the IMF" while cutting real income. The second
agreement with the IMF, signed during the presidency of Carlos Roberto Reina (1994-1998) and
backed by the same rationale used by Callejas, had similar results.
By the end of 1995, most gains had been wiped out by slow growth and 135% inflation accumulated
since 1990 (see Central America Update, 05/25/90, 11/14/90, 02/05/93). Reina resisted wage demands
arguing that they were "a threat to the structural-adjustment program," then granted a 25% increase
in the minimum wage to avoid paralyzing strikes (see EcoCentral, 01/16/97 and 02/20/97). By the
time Reina left office in 1998, and after eight years of IMF agreements, most experts agreed poverty
had risen several points and now stands at about 80% of the population (see NotiSur, 04/11/96 and
NotiCen 02/05/98).
Wage concessions and inefficient revenue collection left Reina's successor a US$136 million budget
deficit and little to fund the social improvements promised in the New Agenda. At the end of his
term, Reina pointed to figures such as a 4.9% economic-growth rate in 1997 to show improvement
under the SAP. But Flores has called these numbers "an illusion" because the per capita income of
US$657 is less now that when Callejas left office. Despite the failures of the past, Flores is touting
the New Agenda as a benefit to "the majority of businesses" and "to the Hondurans." A "different
Honduras" will emerge by the end of his term, said Flores. (Sources: Spanish news service EFE,
02/07/98; Inter Press Service, 04/30/98; Notimex, 05/03/98, 05/05/98, 05/06/98, 05/11/98)
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